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This article is the seventh in a year-long series about economics and holidays.
December 6th is the feast day of Saint Nicholas, ancient bishop of Myra in Asia Minor and long
since transformed into the jolly old elf of Twas the Night Before Christmas. Saint Nicholas was
known for rescuing young virgins from being sold into prostitution by providing them with
dowries of gold coins delivered mysteriously in the night. Some of the stories attached to him—
the stockings and the piece of coal for those who were bad—actually date back to a Celtic
goddess of the underworld, Mother Holle, who rewarded the good and punished the bad at this
time of year. But Mother Holle has long disappeared from the scene, perhaps morphing into the
obscure Mrs. Claus who lives at the North Pole and manages a household full of worker elves.
The Santa Claus story is problematic for parents. Should they encourage their children to think
there is a mysterious gift giver who flies in a reindeer-driven sleigh around the world in one
night delivering gifts to all good children? How do they explain the Hispanic neighbors, who
share their religious tradition but whose children get their gifts on January 6th from the three
kings? Or children whose religious traditions don’t involve Christmas at all—Muslims, Hindus,
Buddhists, Jews, or people of no particular faith? At what point do we admit that Santa is a
charming myth, a symbol, a metaphor for the spirit of love and generosity and good will that we
celebrate at this time of year?
Economists have particular problems with Santa Claus, because a Santa figure is one who gives
limitless gifts with no apparent resources (except elves) to produce them and expects nothing in
return. No market exchange going on there! Gifts, material objects, toys, candy, are
materializing out of thin air. It goes against the grain of that most fundamental of economic
beliefs, namely that there is no such thing as a free lunch. Economists said that so often that
Milton Friedman reduced it to an acronym TINSTAAFL, thereby saving economists precious
time in saying all nine words. Everything has an opportunity cost, and the sooner we learn that,
the better. If we want a bike we have to realize that it means we can’t have a new Wii game or a
skateboard. We have to order our priorities, make our choices, and recognize that more of one
thing means less of something else.
At one level, the economists are right. The Santa Claus myth does encourage some
disengagement with reality. Scarcity and choice is the meat and potatoes of economics, and
Santa Claus is about abundance, not scarcity. The prevalence of this faith in Santa’s unlimited
resources is particularly hard on low-income parents. They have to explain why the wealthier
children in their school were treated so much better by Santa Claus. These children could get not
only a bike but also a skateboard and a Wii game while the poor child may have received just a
few simple inexpensive toys. Opportunity cost only seems to matter in some households.
Furthermore, some of those Grinch-like economists might argue, children who grow up believing
in Santa Claus are likely to transfer that faith in generosity and unlimited resources to
government and expect the government to provide for their needs and wants without expecting
anything in return—like taxes willingly and unbegrudgingly paid. And parents who teach them

about an illusion only to have to disillusion them at a later date are undermining their own
credibility. Perhaps we should ground our children in reality, and the sooner, the better.
Santa Claus does indeed stand in tension with the plodding reality of scarce resources and
tradeoffs and calculations and priorities, but perhaps that is precisely why he is so important to
children. Economist Kenneth Boulding once drew a sharp contrast between economic man—
plodding, pedestrian, narrowly focused—and heroic man—visionary, hopeful, altruistic.
Ebeneezer Scrooge before his epiphany was a paradigm of economic man. Santa Claus is closer
to heroic man, embodying kindness, generosity, and limitless possibilities. He exists outside,
above, and beyond the narrow fixations of the bean-counters and profit-seekers of the market,
which embodies impersonal relationships, self-interested behavior, and scarcity.
Children need both. So do adults. Some grounding in reality, and some flights of a hopeful
imagination. We need both roots and wings, roots to anchor us, wings to let us soar. At this time
of year, when the days are short and cold and we huddle together waiting for the warmth and
light to return, perhaps we all need, for just a few weeks of the year, a touch of Santa Claus in
our lives.
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